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Mr. David Waddell CONFIDENTIAL AND

Executive Secretary PROPRIETARY INFORMATION

Tennessee Regulatory Authority
460 James Robertson Parkway
Nashville, TN 37243-05050

RE:  Docket No. 97-00888 (Universal Service Proceeding)
Comments of the Tennessee Cable Telecommunications Association

Dear Mr. Waddell:

Enclosed please find the original and thirteen copies of the Comments of the Tennessee
Cable Telecommunications Association regarding the revenues and access line counts filed by the
non-rural incumbent local exchange carriers.

Please note that this information is considered to be proprietary and as such is subject ot the
provisions of the Protective Order entered in this case. If you have any questions, please contact me.

Very truly yours,

FARRIS, MATHEWS, BRANAN,
BOBANGO & HELLEN, P.L.C. s,T\;

[ hase %W@/%gm

Charles B. Welch, Jr.

cc: All parties of record I SN )

MEMPHIS DOWNTOWN: One Commerce Square, Suite 2000, Memphis, Tennessee 38103, (901) 259-7100 telephone, (901) 259-7150 facsimile

MEMPHIS EAST: 530 Oak Court Drive Suite 345 Memphis, Tennessee 38117, (901) 762-0530 telephone, (901) 683-2553 facsimile



BEFORE THE TENNESSEE REGULATORY AUTHORITY . - -

NASHVILLE, TENNESSEE o1 U3
NOVEMBER 3, 2000 O T R
IN RE: UNIVERSAL SERVICE ) DOCKET NO. 97-00888.
PROCEEDING )
COMMENTS OF THE

TENNESSEE CABLE TELECOMMUNICATIONS ASSOCIATION

The Tennessee Cable Telecommunications Association (“the TCTA”), through counsel,
respectfully submits its comments regarding the revenues and access line counts filed by
the non-rural incumbent local exchange carriers (i.e. BellSouth and United Telephone-
Southeast, Inc.) in response to the Tennessee Regulatory Authority’s (“the TRA” or “the
Authority”) September 22, 2000 Order in Docket No. 97-00888 (Universal Service

Proceeding, Phase II), as follows:

L The determination of any need for universal service support should be
based upon the incumbent carriers’ publicly available, audited

financial information and operating data.

The Authority’s September 22, 2000 Order requires BellSouth and United Telephone to
submit revenue data and access line counts by wire center for “the most recent twelve
(12) months to date of available data.” In complying with the September 22, 2000 Order,
both carriers have filed operating revenue and access line data based upon the twelve

month period ending August 2000.

The Authority’s reliance upon data from such an unusual reporting period raises a
fundamental accounting concern and certain policy issues. The fundamental concern
stems from the inability of all parties to the proceeding, including the TRA and its Staff,
to confirm the accuracy of the revenue information and access line counts reported by the
incumbent carriers. The month ending August 2000 does not represent a fiscal quarter or

fiscal year end for either carrier. The activity from this atypical reporting period cannot



be reconciled with the presentation of the carriers’ financial results to the investment

community, state and federal regulatory authorities, or the public.

There is no practical way for the TRA or any other party to confirm the accuracy of the
information filed absent a detailed audit of the carriers’ revenue activity and in-service
access line changes. The Authority’s reliance upon the results of a split fiscal year may
be premature, as the most recent eight months of activity have not been subject to the
carriers’ annual, independent financial statement audit. Indeed, it is not unusual for a
company to make intraperiod adjustments to correct clerical errors, adjust accruals, or
make audit adjustment entries in order to more accurately reflect the financial activity

during a twelve month reporting period.

It is clear that the determination of whether a carrier has any need for universal service
support should be based upon publicly-available, audited financial information and
operating data. The use of non-audited financial and operating data is not appropriate for
the purpose of determining the incumbent carriers’ need for universal service support.
The revenue and access line data is useful to the Authority in the sense that it serves as a
measuring stick to assess the degree of competition, the overall growth of the
telecommunications marketplace, and the level of universal service throughout
Tennessee. The incumbent carriers frequently claim that competition in high density,
urban areas has eroded the historical subsidies embedded in other services and has
exerted pressure on maintaining affordable universal service. By implementing monthly
or quarterly reporting requirements, the Authority can draw its own conclusions on
whether affordable universal service is being jeopardized based upon a review of the

incumbent carriers’ revenue and access line growth.

The use of access line data for the twelve months ending August 2000 also poses a policy
concern for the Authority. The cost estimate to provide universal service developed
during Phase II of this proceeding is based upon the Hatfield Model as adjusted by TRA
order. The cost estimates generated by the modified cost proxy model were based upon

the most recent wire center access line counts and customer location information at the



time of the proceeding over two years ago. The efficient, forward-looking network was
configured based upon these access line counts and customer location assumptions. The
growth in access line counts, especially in the more rural wire centers, would be expected
to result in lower costs to provide universal service. For instance, access line growth
could result in higher fill factors and lower overall network costs. Common costs, such
as corporate operations expenses, would be allocated over a larger base and should result
in a lower distribution of expense per access line. The TCTA recommends that if the
Authority decides to use the wire center access line counts for the twelve months ending
August 2000, it should also order that the modified Hatfield Model be refreshed to

incorporate the carriers’ growth in access lines.

IL. The slow development of local exchange competition as well as the
enhancements in the cost proxy model and policy considerations
adopted at the federal level suggest that the TRA should revisit its

prior decisions regarding the appropriate cost proxy model and

benchmark.

In an earlier round of comments in this docket, the TCTA recommended that the
Authority conduct a focused proceeding after the FCC released its order on the cost proxy
model that will be used to determine federal universal service support requirements.
Since the time those comments were filed, the FCC has based the level of federal

universal support upon the results of the Synthesis Cost Model in use with a cost

benchmark.

The TCTA urges the Authority to examine the merits of using a cost benchmark with the
cost estimates generated by the SCM or the modified Hatfield Model. A cost benchmark
is a much more effective method to determine whether a particular wire center is a “high
cost serving area.” A revenue benchmark can produce misleading results. A
determination that costs of serving an area exceed the rates charged for a service, or the
average revenues received from subscribers in the area, should not lead to the conclusion
that it is a “high cost area.” Furthermore, the use of a revenue benchmark as a principal
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determinant of high cost support will require the Authority to make on-going adjustments

in order to reflect the changes in the ILECs’ average revenue by wire center.

The use of a cost benchmark eliminates the Authority’s dependence upon a separate and
on-going determination of the carriers’ average revenue per access line. The carriers’
rates for services can vary across the state for any number of reasons, which may or may
not relate to the underlying costs of providing the services. Finally, the use of a cost
benchmark renders the determination of the appropriate cost proxy model less critical.
The cost benchmark floats with the overall cost estimates generated by the model — the
higher the cost estimate, the higher the cost benchmark. In contrast, the total level of
“necessary” funding can vary greatly with the use of the revenue benchmark depending

upon whether a “low cost” or “high cost” proxy model is chosen.

At this stage of the proceeding, the Authority will determine whether there is any need
for an intrastate universal service support mechanism. The Authority should consider
what problem a universal service support tax on the industry, and ultimately consumers,
will cure. There is no compelling evidence presented that the level of universal service is
being jeopardized in any area of the state or that the incumbent carriers’ revenues and
earnings are rapidly being eroded by competition. It would be a much more worthwhile
exercise to examine the need for universal service support once the degree of local
exchange competition envisioned by Congress fully manifests itself.

Respectfully submitted,

Farris, Mathews, Branan,
Bobango & Hellen, P.L.C.

) | it /ww?% )
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Attorney for the Tennessee Cable
Telecommunications Association

618 Church St., Suite 300

Nashville, TN 37219

(615) 726-1200
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CERTIFICATE OF SERVICE

I hereby certify that a true and correct copy of foregoing has been served upon the
following by placing same in U.S. Mail, postage prepaid, this the 3™ day of November,

2000.

Guy M. Hicks

BellSouth Telecommunications, Inc.
333 Commerce St., Suite 2101
Nashville, TN 37201-3300

Phil Carver

William Ellenberg

Bennett Ross

BellSouth Telecommunications, Inc.
Suite 4300

675 West Peachtree St. NE

Atlanta, GA 30375

T.G. Pappas/John Hayworth
Attorneys for Coalition of Small LECs
Bass, Berry & Sims

2700 First American Center
Nashville, TN 37238-2700

Richard M. Tellebaum
Citizens Telecom

Suite 500

1400 16™ St. NW
Washington, D.C. 20036

Jon E. Hastings

Attorney for MCI

Boult, Cummings, Conners & Berry
414 Union St., Suite 1600
Nashville, TN 37219

Cynthia Kinser

Consumer Advocate Division
425 Fifth Ave., N,

Cordell Hull Bldg.
Nashville, TN 37243-0500

rles B. Welch, Jr.

James Lamoureux
AT&T

Room 4068

1200 Peachtree St., N.E.
Atlanta, GA 30309

Val Sanford

Attorney for AT&T

Gullett, Sanford, Robinson & Martin
230 Fourth Ave., N., 3" Floor
Nashville, TN 37219

Henry Walker

Attorney for NextLink and ACSI
Boult, Cumings, Conners & Berry
414 Union St., Suite 1600
Nashville, TN 37219

D. Billye Sanders

Attorney for TCG MidSouth
PO Box 198966

Nashville, TN 37219

H. LaDon Baltimore
Attorney for WorldCom)
Suite 320

211 7™ Avenue North
Nashville, TN 37219-1823

Richard Smith

Standard Communications Co.
302 Sunset Dr., Suite 101
Johnson City, TN 37604



Thomas J. Curran
Director External Affairs
360 Communications Co.
8725 W. Higgins Rd.
Chicago, IL 60631

Nanette Edwards
Regulatory Affairs Manager
DeltaCom

700 Blvd. S., Suite 101
Huntsville, AL 35801

Jack McFadden

Dept. of Finance & admin.
Telecommunications Policy & Planning
598 James Robertson Parkway
Nashville, TN 37243-0560

Gif Thornton

Attorney for BellSouth Cellular
424 Church St., 28" Fl.
Nashville, TN 37203

Sheila Davis

Chaz Taylor, Inc.

3401 Wet End Ave., St. 318
Nashville, TN 37203

Mark Pasko/Michael Romano
Swidler & Berlin

Atty for AVR d/b/a Hypersion of TN
3000 K St., NW, Suite 300
Washington, D.C. 20007-5116

Dana Shaffer

XO Communications,m Inc.
105 Molloy St., Suite 300
Nashville, TN 37201

William C. Carriger

Atty for Electric Power Bd of
Chattanooga

400 Krystal Bldg.

One Union Square
Chattanooga, TN 37402

Denise Newman
Phoenix Network, Inc.
1687 Cola Blvd.
Bolden, CO 80401

Jane Walters

TN Dept of Education

6" Floor, Gateway Plaza

710 James Robertson Parkway
Nashville, TN 37243

Dan Elrod

Ken Bryant

Attorneys for GTE Mobilnet
1200 First Union Tower
Nashville, TN 37219

Ozle Allen

Tennessee Co-ops

5755 Short Mountain Rd.
McMinnville, TN 37110

Richard Cys

Davis, Wright Tremaine

1155 Connecticut Ave., NW, Suite 700
Washington, D.C. 20036

James B. Wright

Senior Attorney

Sprint

14111 Capital Blvd.

Wake Forest, NC 25787-5900



